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business of making loans or purchasing
or discounting accounts receivable,
notes, or installment obligations. Addi-
tionally, the rules stated in this para-
graph regarding the application of the
ratio of debt to equity, the determina-
tion of the annual interest to be paid
or incurred, and the determination of
the average annual earnings also apply
if the bank or lending or finance com-
pany is a member of an affiliated group
of corporations. However, the rules are
to be applied only for purposes of deter-
mining the debt, equity, projected
earnings and annual interest of the
bank or lending or finance company
which then are taken into account in
determining the debt to equity ratio
and ratio of projected earnings to an-
nual interest to be paid or incurred by
the affiliated group as a whole. Thus,
these rules are to be applied to reduce
the bank’s or lending or finance cor-
poration’s indebtedness, annual inter-
est to be paid or incurred, and average
annual earnings which are taken into
account with respect to the group, but
are not to reduce the indebtedness of,
annual interest to be paid or incurred
by, and average annual earnings of,
any corporation in the affiliated group
which is not a bank or a lending or fi-
nance company. In determining wheth-
er any corporation which is a member
of an affiliated group is primarily en-
gaged in a lending or finance business,
only the activities of such corporation,
and not those of the whole group, are
to be taken into account. See §1.279-6
for the application of section 279 to cer-
tain affiliated groups of corporations.

(2) Examples. The provisions of this
paragraph may be illustrated by the
following examples:

Example 1. As of the close of the taxable
year, X Bank has a total indebtedness of $100
million, total assets of $115 million, and $80
million is owed to X Bank by its customers.
Bank X’s indebtedness is $20 million ($100
million total indebtedness less $80 million
owed to the X Bank by its customers) and its
assets are $35 million ($115 million total as-
sets less $80 million owed to the bank by its
customers). If its annual interest to be paid
or incurred is $56 million, such amount is re-
duced by $4 million. Thus, X Bank’s annual
interest to be paid or incurred is $1 million.

Example 2. Assume the same facts as in Ex-
ample 1. X Bank has earnings and profits of
$23 million for the 3-year period used to de-
termine projected earnings. In computing
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the average annual earnings, the $23 million
amount will be reduced by $12 million (three
times the $4 million reduction of interest in
Example 1, assuming that the reduction was
the same for each year). Thus X Bank’s earn-
ings and profits for such 3-year period are $11
million ($23 million total earnings and prof-
its less $12 million reduction).

[T.D. 7262, 38 FR 5847, Mar. 7, 1973, as amend-
ed by T.D. 9264, 71 FR 30593, May 30, 2006]

§1.279-6 Application of section 279 to
certain affiliated groups.

(a) In general. Under section 279(g), in
any case in which the issuing corpora-
tion is a member of an affiliated group,
the application of section 279 shall be
determined by treating all of the mem-
bers of the affiliated group in the ag-
gregate as the issuing corporation, ex-
cept that the ratio of debt to equity of,
projected earnings of, and the annual
interest to be paid or incurred by any
corporation (other than the issuing
corporation determined without regard
to this paragraph) shall be included in
the determinations required under sec-
tion 279(b)(4) as of any day only if such
corporation is a member of the affili-
ated group on such day, and, in deter-
mining projected earnings of such cor-
poration under section 279(c)(3), there
shall be taken into account only the
earnings and profits of such corpora-
tion for the period during which it was
a member of the affiliated group. The
total amount of an affiliated member’s
assets, indebtedness, projected earn-
ings, and interest to be paid or in-
curred will enter into the computation
required by this section, irrespective of
any minority ownership in such mem-
ber.

(b) Aggregate money and other assets.
In determining the aggregate money
and all the other assets of the affiliated
group, the money and all the other as-
sets of each member of such group
shall be separately computed and such
separately computed amounts shall be
added together, except that adjust-
ments shall be made, as follows:

(1) There shall be eliminated from
the aggregate money and all the other
assets of the affiliated group intercom-
pany receivables as of the date de-
scribed in section 279(c)(1);

(2) There shall be eliminated from
the total assets of the affiliated group
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any amount which represents stock
ownership in any member of such
group;

(3) In any case where gain or loss is
not recognized on transactions between
members of an affiliated group under
paragraph (d)(3) of this section, the
basis of any asset involved in such
transaction shall be the transferor’s
basis;

(4) The basis of property in a trans-
action to which §1.1502-13 applies is the
basis of the property determined under
that section; and

(5) There shall be eliminated from
the money and all the other assets of
the affiliated group any other amount
which, if included, would result in a du-
plication of amounts in the aggregate
money and all the other assets of the
affiliated group.

(c) Aggregate indebtedness. For pur-
poses of applying section 279(c), in de-
termining the aggregate indebtedness
of an affiliated group of corporations
the total indebtedness of each member
of such group shall be separately deter-
mined, and such separately determined
amounts shall be added together, ex-
cept that there shall be eliminated
from such total indebtedness as of the
date described in section 279(c)(1):

(1) The amount of intercompany ac-
counts payable,

(2) The amount of intercompany
bonds or other evidences of indebted-
ness, and

(3) The amount of any other indebt-
edness which, if included, would result
in a duplication of amounts in the ag-
gregate indebtedness of such affiliated
group.

(d) Aggregate projected earnings. In the
case of an affiliated group of corpora-
tions (whether or not such group files a
consolidated return under section 1501),
the aggregate projected earnings of
such group shall be computed by sepa-
rately determining the projected earn-
ings of each member of such group
under paragraph (d) of §1.279-5, and
then adding together such separately
determined amounts, except that:

(1) A dividend (a distribution which is
described in section 301(c)(1) other than
a distribution described in section
243(c)(1)) distributed by one member to
another member shall be eliminated,
and

§1.280B-1

(2) In determining the earnings and
profits of any member of an affiliated
group, there shall be eliminated any
amount of interest income received or
accrued, and of interest expense paid or
incurred, which is attributable to
intercompany indebtedness,

(3) No gain or loss shall be recognized
in any transaction between members of
the affiliated group, and

(4) Members of an affiliated group
who file a consolidated return shall not
apply the provisions of §1.1502-18 deal-
ing with inventory adjustments in de-
termining earnings and profits for pur-
poses of this section.

(e) Aggregate interest to be paid or in-
curred. For purposes of section 279(c)(4),
in determining the aggregate annual
interest to be paid or incurred by an af-
filiated group of corporations, the an-
nual interest to be paid or incurred by
each member of such affiliated group
shall be separately calculated under
paragraph (e) of §1.279-5, and such sepa-
rately calculated amounts shall be
added together, except that any
amount of annual interest to be paid or
incurred on any intercompany indebt-
edness shall be eliminated from such
aggregate interest.

[T.D. 7262, 38 FR 5850, Mar. 5, 1973, as amend-
ed by T.D. 8560, 59 FR 41675, Aug. 15, 1994;
T.D. 8597, 60 FR 36679, July 18, 1995]

§1.279-7 Effect on other provisions.

Under section 279(j), no inference is
to be drawn from any provision in sec-
tion 279 and the regulations thereunder
that any instrument designated as a
bond, debenture, note, or certificate or
other evidence of indebtedness by its
issuer represents an obligation or in-
debtedness of such issuer in applying
any other provision of this title. Thus,
for example, an instrument, the inter-
est on which is not subject to disallow-
ance under section 279 could, under sec-
tion 385 and the regulations there-
under, be found to constitute a stock
interest, so that any amounts paid or
payable thereon would not be deduct-
ible.

[T.D. 7262, 38 FR 5851, Mar. 5, 1973]

§1.280B-1 Demolition of structures.

(a) In general. Section 280B provides
that, in the case of the demolition of
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